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SuCTION I. SUMIARY OF FAR EAST TRENDS AND DBVELOPHENTS

The Draper Mission recommends minimum reparations for Japan (page 2).
Japanese political circles are entering into maneuvers typical of a oabinet
devmf'all, thus, s Jepanese Cabinet change may soon be irminent (papge 4). ‘
25X6 25X6
If Rhec Syngman is gble to maintein his present dominant position in :
South Koreen politios
may jeopardize the life of the infant Notional Korean Covern-
ment (page 4). , .

Chinese Nationalist clreles in Shantung reportedly oconsider the site
uation there hopeless., Barring an unforseen and basic reversal of Central
Government poliocy toward Shantung and its provincial leaders, or direct
US aid to that arean, the possitility that the MNationalists can maintain
control of any of the province (exceot the port of Teingtao) Is becoming
remote (page 6). The prowing trend of anti-US feeling in China, speare
headed by student agitation apainst US policy in Japan, continues (page 6). !

The US delegation of the UN Good Offices Commitbtee in Batavia is *
surrently making recommendations which it believes will protect future US :
eoonomic interests in Indonesia (page 8). .

The inauguration at Hanoi on June § of the new Provisional Central .
Government of Vietnam, was completed in an atmosphere of axtrems tension
and elsborate security precautions and emphesizes the ‘tremendous gulf
Izetween)the newly created govermment and the peoples undqr its jurisdiction
page 8le

HOTE: In sucoeeding sections of this teekly, the following msrpginal
notations are used: : '

(1) An asteriek (#) ~= To indicate that all or pert of an
item is based solely upon information from State's
"S/S distribution” series.

(2) ™A", "B", or "C" - Importance, in B/FE's opi.rlioh, of ;
the item, with "A" representing the most important ones, i
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SECTION IT. DEVELOPLENTS IN SPECIFIED AREAS

GE HERAL

Uraper Mission recommends minimum reparations

The recommendations as to the extent of reparations rewmovels contained "BY
in the 26 April 1648 report of the “Johnston Committee®™ (the group headed
by Undersecretary of the Army Draper) are even mors lemiemt than those in
the 26 February 1048 report of Overseas Consultants, Ino, (see FE/P Weckly
6-12 April), Both Reports in effect advise against the removal of pred-
uwotive facilities (except primary war facilities) whioch might effeotivaly
coutribute to Japan's produotion end potentiel trade. However, the
Joir.ston Report recommends that "only those primary war facilities.in
government-owned arsenals should be made available for reparations whereas
the Overseas Consultants, Ino. had included privately owned primary var
facilities in their eatimates,

The following table compares the recommendations as to reparations
removels contained in the two Reports:

TABLE:* Recomnendations as to capacitiez (and values) of remowvals for

reparations. . ‘
INDUSTRY ONIT Capacity Designated VALUE
(in tons) for Reparations (thousands 1939 yen)
0.C, Johnaton 0.C. Johnston
Mitric Acid Uetrio 107,000 82,000 9,648 8,000
Synthetic Rubber Hetrio ) 900 . 780 10,236 10,000
Shipbuilding Gross 385,000 162,300 118,138 50,000
Aliminism & Magnesium :

Fabricating Hetrio 50,000 50,000 21,688 21,688
Magnesium Reduotion Hetrio 480 480 12,5569 12,559
Primary Wer Facilities . = - - 1,475,887 560,000

TOTAL | 1,848,156 662,247

Other recommendations made by the Johnston Committee are:

1. Japan's merohant fleet should be substaritially enlarged.
2. Japancse trade with the prewar (nearby) merkets should be
encouraged.
3., Foreign trede, now ocarried on almost exclusively on a
govermenteto-goverment basis, should be returned to private

channels a& soon as feasibw/‘
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abinet change becoming imminent. The Japanese tical ciroles “B”
‘ siually enterirg into those maneuvers typical of a Cadbinet Gownfall.
Although Premier ASHIDA Bas made effective political capital in the past
fow weeks out of the promise of US financial assistence, the US Senmatets
recent refusal to spprove a 150 million dollar reconstruction furd has
damaged Mia prestige, The uneasy evaliticn Csbinet has been reluctant to
and very late in producing the new mational budget for Diet dcbate. Ele-
ments within the coalition find the Dudget distasteful. The comservative
Taiyoslai faction of ASHIDA's omn Democretic Party is rebellious over the
necessity of declaring a moratorium on war bond interest. The Socialiste
tbject very strongly to the raising of government railway snd commmica=
Gione rates 3.5 times which ie macdessory in order produce a balasnced
budget as insisted upon by SCAP (Suprems Commander for the Allied Powers).
Should the Cabinet survive the formidable budget iseue, the fact that
prominent govermment officlials are mow involved in a scandal may cause
the Cabinet's resignation, The House of Representatives! Commitise on
Illegal Property Transactions, eriginally calculated to disoredit the
opposition, has boomeranged on the govermment. Two Soclzlist Cabinet
ministers, including the vice-minister, are being investigated rolative
to the campaign contributions which they accepted from a contractors?
association and the Finance Hinister, a Democrat, is involved in & scane
dal over the hoarding of war materials totelling billicas of yem,

The opposition is strongly opposed to the proposed budget. The
Liberale, tho leading opposition group and the Diet's plurality party,
have recently achieved o wotking arrsngement with three congervative
splinter parties which will apprecisbly stremgthsm the Psrty's hand. Dure
ing the past year the Liberals have relaxed being satisfied to let the
more moderate Democrats and Soclelists take the cmus for Japan's economic
tromble, With the promice for a brighter economic ontlock through US
economic ald, political parties are eager to obtain credit for the
improved sitnation and the Liberals are bending evory effort to gain
office, Under the circumetances, SCAP permitting, the coalition
ment may find 1t impossible to carry on and will be forced to resign in
a mattor of woeks. The Occupation authorities have indicated that they
do not desire a general election. The Liberals should likely heed the
next government, with or without an election, and should they succeed in
wirning sufficient diessident elements from other parties they have a
bare chance of giving Japan a ons perty Csbinet which would eliminate
some of the weslnesses of Japen's recent coslition governments,

blo to golze effective gontxole

2 the Korean peopls, NN 25X6
Although his success in
power is far from assured, ha hes acted since the elections

as direction of the affairs of the new state Tequired mere farmal
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KOREA (Cont,)

cmfimﬂonsndaeifhammﬁamofthestmgthofpomu
Hankook opposition to his future program. Although a fasrily
mmnumnm does not have

gtated privately
but only on his omn terms.

3¢ has s
anat M opt US military and economic aid
Rhoe's adherence this ptand

t well imperil the operation of any
foture U8 aid program, also makes him fair game for selfe
EKorean and US s and US fgmpire-bullders"

interested in obtaining “conocessioms® for the exploitation of Korean
markets and resources. MNoreover, with Rhee in control, the new govern-
mant may be denied the services of many of the scarce high-level mative
adminietrators and techniclans in South Korea, lack of any y3 guarantees
of support for the South Korean regime against probeble North Korean
aggresgion and knowledge that there is no place for them under Rhoco mey
cause many moderates and non-partisans, now occupying responsible
Interim Government posts, to oppose the govermment or to refuse to assc-

clate themselves with o regime which is [N ircapable
of oppoeing an ever-present Commmist menace. 25X6
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CHINA

Shantung bas sgain emerged ae a mejor theater of Chinese military o\
activity. Communist units from the Weihsien area, from north of the Yellow
liver, aud from the Central China sector are gathsring in southwest Shantung
and along the Honan-Anhwei-Kiangsu border, west of Hsuchou. Action along
the Tientein-Pukon rail iins from that city to Tsinan, Shantung provincisl
capital, has resulted in Communist interdiction of the railway above and
below Tsayang as well as in the capture of Talan and Tawenkou, important
rall towna. Hatlonalist circles in Shantung reportedly consider the situa~
tion hopeless and despair of any amicable and mutually helpful relations with
Nanking., Berring an unforeseen and basic reversal of National Governsent
policy toward Shantung and its provinclal leaders, or direct US aid to the
province, the possibility that the Nationslists can continuve %o control any
of the province (except ths port of Tsingtao) is quite slim. The continued
Communist delay in developing & major offensive in Manohurie suggests that
earlier purges of the more intelligent and successful farming alements, the
draft of able-bodied young men, and ths selzure of farm enimels are now
necessitating the use of Communist army units for requisite epring planting,*
The situation thsre remains pregnant, with mobile Comnunist units etill
favorably disposed for early alleout attacks.

[he ge 38 proportions of the growipg snti-US feeling in Chipa, as wpn
spearheaded in student agitation egainst US policy in Japan, was emphasized
during the past week by a strongly reproving speech by US Ambassador Stuart.
This movement has been countered to some extent by restrictive measures of
the Shanghal authorities, the failure of agitators to rally the bulk of the
students, the aroused action of =2 previocusly dormant middle group 0f the
public and students, and & modified attitude of the ecriticel Zp Kung Fag.

At the same tims, Foreign Minister Wang Shih-chieh, in denying any ill feeling
apong the general public egainst the US, said that China and the U8 held
divergent views on the disposal of war-supporting industries in Japan, but
thet he was convinced that nsither would "countemance Japansse rearmament,.®

Progspect of Sino-Soviet Discussions Regarding Sinklang. #ith Gemeral — "B"
Roschin beck in Nanking as Soviet Ambassador to China, it 1s entirely pos-
sible that Sino=Soviet talks leading to an informal modns vivendl for
maintenance of Chinese sovereignty in Sinkiang may ensus. Such an under—
standing might call for a kind of Soviet mediation in ths nine month old
deadlock betwesn Chinese authorities in Sinkiang and the dissident Ili Group.
Altbough the Chinese military position in Sinkiang has beex improved by ar
ilnersase of garrison strength and by completion of 2 new highwey to Sinklang,
Chinese forces could not withstand an 111 attack with eny considsrable Soviet
support. Some Chinsse Army officers in Sinkieng predict such an atteck for
this year, possibly by August. Therefore Soviet medlation of all points of
dispute in Sinkiang might from Nanking's point of view appear desirable.
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The Chinese will probadly attempt to reach an understanding with the USSR
before scceding to the Ili demend for removal of Banking-appointed Governor
Mesud Sabri. %Po achisvs this, Ohina would probably have $o grant substantial
econonic consessions to the USZR. Soviet demends in sm:uq? at the present
time might perdaps be influenced by the following factorst (1) The Sinos
Soviet Aviation Agreement covering tha operation of an airline from Hami in
Sinkiang to Alos Ata in the USSR can be terminated by the Chinese in Jute
1929 (effective September 1048). Since the terms of the agreanment are
favorsble to the USSR, losootr will wmfit it extended. (2) The USSR has $ried
unsuccasfully to maintain e large consulate at Lanchow, an important oity on
the mein route from China proper to Sinklang., The USSR has trisd in the past
to have the aviation agrsement extended to intlude operations from Eami to
Xenchow end, although the Chinese have resisted, continued Soviet intersst
can be assuned, : \

Chan bLi~fa. wice-president of the Chipese Logzislative Yuan, will be in "0
%_!n,wu during June attending the Moral Rearmament Confarence in
1lyvood. For months he has expressed a desirs to study democratic insti-

tutions in the U3, Chen Li~fu controls the powerful and ultra-conservetive
CC Cliqus which includes many of Chiang Xei-shek's staundhest supporters,
bus, in the political developments of the vast two monthe it avpears that
Chen Li-fu has not always produced ths results desired by the Oenerclissimo.
The question therefore arises as to whether Chiang 13 uaing the time-honored
neasure of a trip abroad to punish Chen Li-fu,

Surrency Beform. Although esveral sources report thet small denominse V0%

tion notes chiefly of $1, 2, 5, and 10.00 are on order or being printed in

Bong Xong and on, aad that new silver coins are being minted in the US,
presumably for introduction into China of a nev currenty, Bollington Tong,
Government Information Office spokesman hme dismiased as "premeture® reports

of an imminent currency change in Chire, and declared that apart from the US
aid progran the Chinese Joverament hed mede no request for US supnort in
ourrency reform. Tonmg sald though the government hae had a currency reform
plan for a long time, i% s 8$ill uncertain when this will be put into prece

- tice. He flatly denled reporte alleging that silver 8ollars are being minted

in the US or Mexico in anticipation of & currency changs. In sn explanation
of the recent action ty the Ministry of FMnance in 1ifting the ban &n silver
coins after 12 years, Tong said their possession and sale to the Central Benk
are approved, but private trading ia silver is still unlawful,

Exivete Bxchance Holdings. A group of Legislative Yoan members headed "C™
bty Chien Xwan=san, hes begun drafting rules for expropriating Chinese holdinge
abroad. Algo 84 legisletors were reported to have submittod a resclution on
2 June demanding the registration of properties held by key officials in the

government. The resolution wes descrived as sesking to "prevent carruption
and establish honsst goverament,®

Approved For Release 2000%79-01082A000100010017-1



.Approved For Release 2000/08/29 : Cl P79-01082A000100010017-1

- o

TNV MESTA

Powers contemplated for NIU comrt affect future US economic interests BN
in Indoneslia. The extent to which the camrt of the proposec herlan
Tndies Union will restrain the political snd economic freedom of the
mited States of Indonesia (USI) is ancther of the problems currently
veing discussed by the Dutch and the Republic of Indonesfa and is inter~
rreted by the 1S delegation of the TN Good Offices Commibtee (usas) as an
igsue directly affecting 'S intereste, The Dutch take the positlon that
 individuals and corporations are to have the right to eppeal to the Union
court, The Republic considers that this feature would yrotesct Dutch
scvporations in Batavin to the disadvantage of the Republic. USGOC be-
lieves that WS enterprises would have a more faverable position in & USI
court than in a Unlon court., USGIC further concludes thet should the USI
and the 1S sign a commercial treaty, US intereste would best be served
if a court outside the UST were not in a position to interfere in contracis
pursuant to sush a treaty. USG(C has offered pertinent suggestions ro-
garding Netherlands-Indonesian egonomic relations as defined in the Union
proposals. Uhils a Netherlands-Republic economic agreemeat cannof itsolf
assure US equality of opportunity in Indonesia, USG(OC feels that considera-
dions (incleding US finanoial support) which bear on the future US positilon
in Tndenesia offer sa opportunity for ecomomic agreements with a UST whish
are favorable to the US. USKC believes that restrictione on USI soversignty
as currently envisaged by the Netherlahds could only react againet prospects
of & western orientation of the UST and could lead eventually to complete
dislodgment of Netherlands intarests in Indonesis.

FRENCH INDCCHTMA

Flaborate securit; autions mark inanguration of new t. apn
The inauguration at Tﬁmg on 5 June of the new Provisional Cen ro-
ment of Vietnam, which was completed in an atmosphere of extreme tension
and elaborate security precautions included the signing of an agreement by
French High Commissioner Bollaert, former Annamite emperor Bao Dai and
General Nguyan-van-Xuan formally recognizing Vietnam's nindependense”
within the framework of the French Union, French officials in Indochina
insist that Xuan, the first President of the new Government, is campletely
on his own and that he will got advice and assistance if he spesifically
requests 1t. However, in view of the opposition in France to the few
concsssions already made it is unlikely that sgreemente on either acsistance -
or concessicns in the diplomatic, military or coonomic fields, which will
insure stability in Indochina, can be negotiated by a government under
XYuan., The wuncertain future of the Xuan Goverament is underlined by a
report from the US temaul in lHan. that the whole week end of festivities
surrounding the lounching of the new government emphosiged the tremendous
gulf between the newly created government and the people under its
jurisdiction,

“ SEGTION 11T, DIGEST OF IMPORTANT STUDIES AND ESTINATES
o Contributions.
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